
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
* * * * *  

In the Matter of 

NOTICE OF KENTUCKY-AMERICAN WATER ) CASE NO. 8314 
COMPANY OF A13 ADJUSTMENT IN ITS RATES 1 

O R D E R  

IT fS ORDERED That Kentucky-AmerLcan Water Company shall 

file an original and five copies of the following information w i t h  

the Commission, with a copy to the Attorney General's Consumer 

Protection Division by September 28, 1981. Each copy of the data 

requested should be placed in a bound volume with each i t e m  tabbed. 

Where a number of sheets are required for an item, each sheet: should 

be appropriately indexed, for example, Item l ( a > ,  Sheet 2 of 6. 

Careful attention should be given to copied material to insure that 

it is l e g i b l e .  

S t a f f  R e q u e s t  No. 1 

1. A.  

8. 

A calculati n of t tal company av rage (13- 

month) and end-of-period debt ,  preferred stock, 

and common equity capi ta l  for the t e s t  year in 

the format as shown in Format lA attached. 

A calculation of the average (13-month) 

and end-of-period long-term debt composite for 

the  12 months of the test year. Supporting 



2. 

A. 

B. 

c .  
D. 

E. 

F. 

G. 

H. 

I. 

details underlying calculations should be pro- 

vided. The average long-term debt: composite 

interest cost is calculated by dfvlding the sum 

of the book interest accrued an long-term debt 

and related amortization of discount, premium, 
and issuance cost by average long-term debt: a8 

calculated in Format LA, column c, line 15. 

The following monthly balances and a calculation 

of the thirteen month average data f o r  ehe test 

year operations. 

Plant h service 

Plan t  purchased or sold 

Property held for future use 

Construction .Ln progress--separate chis balance 

into CWLP that Interest During Construction is 

calculated on and other CWIP. 

Depreciation reserve 

Balance in accounts payable (applicable to 

material and supplies)* 

Unamortized investment credit--Pre-Revenue A c t  

of 1971 

Unamortized investment credft--Revenue Act of 

19 71 

Accumulated deferred income taxes 

*if actual. is unavailable, give a reasonable estimate 
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m 

I 

3 .  

4. 

5 .  

J. 

K. 

L. 

E4. 

A. 

B. 

C. 

D. 

E. 

F.  

Balance in accounts payable applicable to amounts 

included in p l a n t  in service* 

Balance in accounts payable applicable to amounts 

included in plant under conetruction* 

Short term borrowings 

Interest on short term borrowings (expense) 

Provide the following information for  each item 

of property held for future use at the end of 

the test year: 

Description of property 

Location 

Date purchased 
cost  

EstFmated date t o  be placed in servLce 

Brief description of intended use 

Schedules in comparative form showing by months 

for the t e s t  year and the year preceding the t e s t  

year the balance in each plant and reserve account 

or sub-account included in the applicant' 8 chart 

of accounts as shown in Format 4 attached. 

The detai led work papers showning calculations 

supporting a l l  accounting, pro forma, end-of-period, 

and proposed rate adjustments Ln the rate applf- 

cation to revenue, expense, investment, and 

reserve accounts for the test year and a complete 

*if actual i s  unavailable, give a reasonable estimate 
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6. 

detailed narrative explanation of each adjust- 

ment including the reason why each adjustment 
5s required. Explain a l l  components used in 

each calculation. Index each calculation to 

the accounting, pro forma, end-of-period, and 

proposed rate adjustment which it supports. 

A schedule showing a comparison by month of the 

monthly balances in the revenue accounts for the 

test year to the same month of the preceding year 

fo r  each revenue account or sub-account included 

i n  the applicant's chart of accounts. Include 

appropriate footnotes to show the month each rate 

increase or rate change went into effect and the 

first month the full increase was recorded in 

the accounts. See Format 4. 

7. A. A schedule showing a comparison a€ the monthly 

balances in the operating expense accounts for 

the t e s t  year to the same month of the preceding 

year fo r  each account or sub-account included in 

the applicant's chart of accounts. See F a a t  4. 

B. A schedule of tota l  company employees and salaries 

and wages f o r  the test year and each of the five 

calender yeare preceding the t e s t  year 8 8  shown 

in Format 7B, Schedules 1 and 2, respeceively. 



8. The following tax data fa r  the test year for to- 

tal company and Kentucky operations. 

A. Income taxes: 

(1) Federal operating income taxes deferred-- 

accelerated tax depreciati-on. 

(2) Federal operating income taxes deferred-- 

other (explain) 

(3) Federal income taxes--operating (provision 

for  current year liability) 

Income credits resulting from prior defer- 

rals of federal income taxes 

(4) 

(5) Investment tax credit net 

(i) Investment credit realized 

(ii) Investment credit amortized--Pre-Revenue 

Act of 1971 

(iii) lnves tment credit amortized- -Revenue 

Act of 1971 

( 6 )  Provide the information in 8a(l) through 

8a(4) for state income taxes 

(7) (i) Reconciliation of book to taxable 

income as shown 2n Format 8a(7) 

attached and a calculation of the 

book federal and state income tax 

expense for the test year using 

book taxable income as the starting 

point.  
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(ii) Provide a reconciliation of the consoli- 

dared book to consolidated taxable income 

as shown in Format 8a(7) attached and a 

calculation of the consolidated federal 

income tax expense. The calculation 

should break down the federal income 

tax expense i n to  the provision for de- 

ferred taxes and the provision for the 

current liability due on the consolidated 

return. 

(8) A copy of federal and state income tax returns 

for che taxable year ended during the test: 

year including supporting schedules (three 

copies required). 

B. An analysis of Kentucky other operating taxes as 

shown in Format 8b attached. 

9. The comparative operating statistics as shown in 

Format 9 attached. 

10. A. Provide a detai led analysis af all advertising 

expenditures booked during the test period.  This 

analysis should include a complete breakdown of 

adverrislng as shown Ln Format loa  attached. The 

analysis should, moreover, be specific as to the 

purpose of the expenditure and the expected bene- 

fit to be derived. Advertising expenses allocated 

- 6- 



from either the parent company or  any other 

a f f i l i a t e d  company should be so i den t i f i ed .  

B. Provide an ana lys i s  of Account 93Q--Miscel- 

laneous General Expenses f o r  the  test  period. 

This analysis  should show a complete break- 

down of t h i s  account as shown in attached 

Format lob and further provide a l l  detailed 

working papers  supporting t h i s  ana lys i s .  As 

a minimum the  work papers should show the 

date, vendor, d o l l a r  amount and a brief de- 

sc r ip t ion  of each expenditure f o r  amounts of 

$500 or 'more. 

C. A de ta i l ed  ana lys i s  of a l l  cha r i t ab le  and 

p o l i t i c a l  contr ibut ions charged t o  operations 

during the  test  period. This analysis should 

ind ica te  the amount of the  expenditure, the 

recipient of the donation and the specific 

account charged. Expenses a l loca ted  from 

either the parent or from another affiliate 

should be so i d e n t i f i e d .  

Provide an analysis of Account 426--Miscel- 

laneous Income Deductions €or the tes t  period. 

This analysis should show a complete  breakdown 

of this account as shown in attached Format 10d, 

and fu r the r  provide all de ta i l ed  working pagers 

supporting t h i s  analysis. As a minimum the work 

D. 

-7- 



11. 

12. 

13. 

14. 

papers should show the date, vendor, dollar 

amount and a br€ef description of each ex- 

penditure for a m ~ ~ n t ~  of $500 or more. 

A statement describing the applicant's lobbying 

activities and a schedule showing the name of 

the individual, his salary, and all company-paid 

or reimbursed expenses or allowances and the 

account charged for all personnel for whom a 

principal function is that of lobbying, whether 

it be lobbying on the local, state, or national 

level. 

Rates sf return as shown in Format 12 attached. 

Provide a detailed analysis of the retained earn- 

ings account for the t e s t  period and twelve month 

period immediately preceding the test period. 

Provide the following information with regard to 

uncolkectable accounts for the test year and the 

five preceding calendar years (taxable year 

acceptable) : 

A. Reserve account balance at the beginning of 

the year 

Charges to reserve account (accounts charged 

off )  

B .  

C. Credits to reserve account 

D. Current year provision 
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15. 

E. Reserve account balance at the end of the 

year 

F. Percent of provision to total revenue 

Additional data relating to affiliated or parent 

company(s). 

A .  

B. 

C. 

D. 

Consolidated parent and subsidiaries balance 

sheet, income statement, and statement of 

changes in financial position f o r  test year 

and last two calendar years. 

Schedule showing balance sheet, income state- 

ment, and retained earnings adjusting entries 

for Kentucky subsidiary in its consolidation 

w i t h  the parent company and affiliated corn- 

panies . 
Schedule of company's home off ice  and/or 

inter-company charges; monthly for the t e s t  

year and yearly for the l a s t  two calendar 

years. State the type of goods or services 

provsded (%.e., supplies capitalized, data 

service, management services, etc.). 

The amount by type from each billing unit 

and the method used in b i l l i n g  ( i . e . ,  direct, 

allocated) and basis for allocating cornon 

charges. 

Provide a calculat5on of the average (thSrteen 

month) and the end-of-period debt and equity 
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rat io  and average (thirteen month) and 

end-of-period composite interest cost and 

preferred stock cost for the twelve months 

of the test period for the parent company 

and f o r  the consolidated companies including 

all subsidiaries. 

E. Schedule of federal income tax reductions 

due to filing a consolidated parent tax 

return for last two caxable years. Show 

source and type of reduction, and method 

and basis of allocating to companies and 

states. 

16. A calculation of che rate or rates used t o  capi- 
talize interest during construction for the test 
year and the three preceding calendar years. 

Provide a narrative explanation of each component 

entering into the calculation of th i s  rate. 

17. A. L i s t  all outstanding issues of long-term 

debt as of the end of the test period. 

This should include the following information 

for each outstanding issue: 

1. date oE issue 

2. date of maturity 

3. amount outstanding 

4. coupon interest rate 



5. cost  rate at  issue 

18. 

6. cost  rate t o  maturity 
7 .  bond rating at issue - (Moody's, 

Standard & Poor's) 

8 .  type of obligation 

B .  Provide caLculations of embedded cost of 

Long-term debt at the end of each calendar 

year for the previous ten years .  A l s o  pro- 

vide this  calculation for  end of the t e s t  

period. 

Items 17 a & b should b e  provided €or the 

parent and for the subsfdiary where applicable. 

A. Llst all outstanding issues of preferred stock 

as of the end of the latest available calendar 

year. 

This should include the following information 

for each outstanding issue: 

1. issue date 

2. amount sold ($) 

3. dividend rate 

4. cost rate at issue 

5 .  amount outstanding 

6 .  note any convertibility features 

B. Provide calculations of embedded cost of 

preferred stock at the end of each of the 

pervious ten years. Also provide this 
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19. 

20 .  

calculation for the most recent quarter avail- 

a b l e .  Items 18 a & b should be provided for 

the parent company. 

Capital structure at end of each calendar year 

fo r  the previous ten years f o r  the parent and 

the subsidiary. 

A. Provide a listing of all issues of common 

stock in the primary market during the most 

recent t en  year period. 

Include the following information: 

1. date of issue 

2. number of shares 

3. 

4 .  price per share (net to company) 

5 .  net proceeds to company 

6. book value per  share at time of issue 

7. selling expenses as % O€ gross issue 

date of announcement & registration 

amount 

8. price per share to publ ic  

B. Provide the following information on a quarterly 

and yearly basis for the most recent ten year 

period available. Also provide this through 

the latest available quarter. 

1. average number of shares of c~mnon out- 
standing 

2. book value per share at end of period 
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3.  period earnings per share 

4. period declared dividend rate per share 

5 .  rate of return on average common equity 

6 .  

Items 20 b, 5 & 6 refer to  yearly figures 

only. 

rate of return OR year end c o m n  equity 

c. Provide monthly market price information for 

common stock for each month during the most 

recent ten year period. 

Include the following: 

1. monthly high 

2. monthly l o w  

3 .  monthly closing price 

4 .  note all stock s p l i t s  by date and 

I t e m s  20 a, b & c refer to the parent company. 

type and adjust prices accordingly 

21. Provide figures showing computation of fixed charge 

coverage ratios  (SEC method, pretax, including short 

term debt payments) at  the end of each of the ten 

most recent prior years. 

Done at Frankfort, Kentucky, th is  4th day of September, 1981. 

PUBLIC SERVICE COMMISSION 

ATTEST : 

3ecretary 
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Kentucky-American Water Company 

Format 7B 
Schedule 1 

Period 

%nth prior to 
Test Y e a r  

1st Month of 
Test Year 

2nd Month 

3rd Month 

4th Month 

5th Month 

6th Month 

7th Honth 

8th Month 

9th Month 

10th Month 

11th M o n t h  

12th Honth 

A 13-Mmth Average 
For Calendar Years 
Prior to Test Year 

5th Year 
4th Year 
3rd Year 
2nd Year 
1st Year 
Test Year 

Commonwealth o f  Kentucky 

Case No. 8314 

NUMBER OF EMPLOYEES* 
TEST YEAR ENDLNG 

Source of Consuscer 
Supply Water Transdssion & Accounts Administrative 

Total Pumping Treatment Distribution b Sales ti General 
(4 (b) fc) (d) (4 ( f )  

*Employees whose salaries are allocated to more than one function should be included under 
Administrative and General 



Line 
No. 

S c h e d u l e  2 
Format 

1. Source of Supply 
(a) Operat ion 
(b) Maintenance 

Kentucky-American Water Company 

Commonwealth of Kentucky 

Case No. 8314 

ANALYSIS OF SALARIES AND WAGES CRARGED TO EXPENSE 
TEST YEAR ENDWG b y  31, 1981 

2. Punping 
(a) Operation 
(b) MaLntenance 

3- Water Treatment 
(a} Operation 
<b) Maintenance 

6. Transmission and Distribution 
Ca) Operation 
(b) Maintenance 

5. Customer Accounts 

6 .  Sales 

7. Adminlatratlve and General 
(a) Allocated t o  - .  - 
(b) 

8. Total Salaries and Wages 
Charged Expense 
(1 through 7) 

9. Coastruetion 

10. Total Salaries and Wages 

12 Months Ended 

2nd 
Calendar Years Prior to T e s t  Year T e s t  

Year 
-- - 1st - -- 3rd - 5th 4th -- 
W (4 (a (e) (f) (g) 
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Format: 3 
S c h e d u l e  2 

h 
I 

! 

: Calendar Years Before 
! Test Pear 
i 5th Y e a r  
I 4th Y e a r  

3rd Y e a r  
2nd Year 
1st Year 
Test Year 

Kentucky-American Water Company 

Commonwealth of Kentucky 

C a s e  No.  8314 

GENERAL STATISTICAL DATA 
TEST YEAR ENDING May 31, 1981 

A v e r a g e  Increase Construction 
N e t  Plant over Budget 

Increase 
Over 

Prior Year 
(d) 



Kentucky-American Water Company 

Case No. 8334 
i 

ANALYSIS OF ADVERTISING 

FOR THE TEST YEAR ENDING May 31, 1981 

Line 
NO 

1. 

2. 

3. 

4. 

5 .  

6 .  

7. 

8. 

9 .  

10. 

11. 

Institutional Rate Sales 

Newspapers and periodicals  

Booklets and pamphlets 

B i l l  inserts 

Displays, exhibits, posters, 
and placards 

Motloil pictures 

Radio 

Television 

Salaries and wages 

Other expenses 

Other expenses 

Total 

Case T o t a l  Advertising Advertising - 
(b) ( c )  Cd) (e) 



Line 
No. - 

1. 

2. 

3. 

4. 

5 .  

6 .  

7. 

8. 

9. 

Kentucky-American Water Company 

Case No. 8314 

930 - Miscellaneous General Expenses 
FOR THE TEST PEAR ENDING May 31. 1981 

Description 
(a) 

Preliminary surveys, plans, investigations 

Purchase of employees service emblems 

Membership fees and dues 

Directors' fees and expenses 

Printing Annual Report 

Other items (itemize) 

i 
? 



Format 10(D) 

Cine 
No. - 

Kentucky-American Water Company 

Case No. 8314 

ACCOUNT NO. 428 - M Z S C A L W O U S  INCOME DEDUCTIONS 

FUR THE YEAR ENDING May 31. 1981 
INCLUDED IN OPERATING EWENSES 

1. Contributions (a) 

2. Membership fees and dues (a) 

3. Abandoned construction projects 

4. Qthet (itemize) 

5. Total 

(8 )  Detail attached 

I 



Line 
No 9 

Kentucky-American Water Company  

C O M M O ~ T H  OF KENTUCKY 

C a s e  No.  8314 

AVERAGE RATES OF R E T "  

12 Months Ended May 31, 1981 

Calendar Y e a r s  
Prior to Test Year 

. .  

1. 

2. 

3. 

4. 

5.  

6. 

7. 

8. 

9. 

EO. 

11. 

12 . 
13. 

14. 

(a) 

Original Cost: Net Investmnt: 

5th Year 

4th Pear 

3rd Year 

2nd Pear 

1st Pear 

T e s t  Y e a r  

Original Cost Cmuuon Equity: 
(Excluding J . D . I. G . ) 
5th Pear 

4th Year 

3rd Year 

2nd Pear 

1st Pear 

Test Pear 

NOTE: Provide work papers in support of the above calculatfons 


